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ABSTRACT 

This study examined the effects on special education 
enrollment of state funding systems and high stakes testing. The study 
evaluated special and general education enrollment for each of the school 
years 1991-92 through 2000-01. Data were also collected on high stakes 
testing in each state and on funding systems, including the common "bounty" 
system under which schools receive state funding based on the size of their 
special education funding, thus rewarding schools for placing students in 
special education unnecessarily. The study found that state funding systems 
have a. dramatic effect on special education enrollment rate. It estimates 
that, in states with the traditional bounty system, over the last decade the 
rate of special education enrollment grew 1.24 percentage points more than it 
would have if these states had lump-sum funding systems. The traditional 
bounty system accounts for 62% of these states' total increase in special 
education funding and approximately 390,000 extra students placed in special 
education. In contrast, high stakes testing appeared to have no significant 
effect on special education enrollment. Suggestions for addressing this 
problem include federal funding of private school scholarships for students 
with disabilities, portability of federal funding by parents of such 
students, and giving higher financial priority to disabilities with objective 
diagnostic standards. (Contains 19 references.) (DB) 
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Executive Summary 

The report examines the effect of state funding systems and high stakes testing on special education enroll- 
ment. It specifically finds that: 

• Nationally, special education enrollment grew from 10.6% of all students to 12.3% during 
the study period, from the 1991-92 school year to 2000-01. 

• During this period, 33 states and the District of Columbia had “bounty" funding systems, 
which create financial incentives to place children in special education. Sixteen states had 
“lump-sum” funding systems, which do not create such incentives. New Hampshire had no 
state funding system until 1999. 

• There is a statistically significant positive relationship between bounty funding systems and 
growth in special education enrollment. Bounty funding results in an additional enrollment 
increase of 1.24 percentage points over ten years. 

• The effect of the bounty system accounts for 62% of the enrollment growth experienced by 
bounty states during the study period. This represents roughly 390,000 extra students in 
special education, resulting in additional spending of over $2.3 billion per year. 

• If all bounty states had switched to lump-sum systems in 1994-95, their special education 
enrollments in 2000-01 would have been lower by an average of 0.82 percentage points. 

This represents roughly 258,000 students and over $1.5 billion per year in extra spending. 

• Between 1991-92 and 2000-01, 29 states and the District of Columbia employed high stakes 
testing, and 21 did not. 

• High stakes testing has no statistically significant effect on special education enrollment. 

• The average (i.e. not weighted by population) state enrollment level in the states that had 
lump-sum funding during the study period rose from 11.1% to 12.4%, an increase of 1.3 
percentage points. 

• The average enrollment level in states with bounty funding rose from 10.5% to 12.8%, an 
increase of 2.3 percentage points. 

• Total special education enrollment under lump-sum funding systems grew from 10.5% to 
11.5%, a 1 percentage point change. 

• By comparison, total special education enrollment under bounty funding systems increased 
by 2 percentage points, from 10.6% to 12.6%. 
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Introduction 

Over the past decade, the U.S. special education en- 
rollment rate has increased from 10.6% of all stu- 
dents to 12.3%. The rate of growth is accelerating 
and shows no sign of slowing down, and policy 
makers are anxious to determine why. Critics of the 
U.S. special education system argue that it creates 
perverse financial incentives to label children as dis- 
abled. School districts have traditionally received 
state funding based on the size of their special edu- 
cation programs, so in effect they receive a bounty 
for each child they place in special education. Crit- 
ics claim that this rewards schools for placing stu- 
dents in special education unnecessarily. Some 
defenders of the system argue that special educa- 
tion enrollment is growing because the real incidence 
of disabilities in children is growing, but this expla- 
nation does not withstand scrutiny very well. A num- 
ber of researchers are now pointing towards still 
another culprit: perverse incentives arising not from 
funding systems but from high-stakes testing. When 
schools are held accountable for students’ perfor- 
mance on standardized tests, they have an incentive 
to remove the lowest-scoring students from the test- 
ing pool by placing them in special education, where 
they will be exempt from testing requirements. 

Several states, struggling to cope with the ever-ac- 
celerating growth of special education, have adopted 
new funding systems that eliminate the bounty for 
new special education students. An even larger num- 
ber of states have adopted high-stakes testing, in the 
hope that it will improve education outcomes. How- 
ever, no national statistical studies have attempted 
to measure what effect these new lump-sum fund- 
ing and high-stakes testing policies are having on 
special education enrollment. 

This study finds that funding systems have a dra- 
matic effect on special education enrollment, while 
high-stakes testing has no significant effect. We esti- 
mate that in the states that adhere to the traditional 
bounty system, over the last decade the rate of spe- 



cial education enrollment grew a total of 1.24 per- 
centage points more than it would have if these states 
had lump-sum funding systems, accounting for a full 
62% of these states’ total increase in special educa- 
tion enrollment. This represents approximately 
390,000 extra students placed in special education 
because of the bounty system, resulting in additional 
spending of over $2.3 billion per year. Using another 
method that is more sensitive to the timing of 
changes in states’ funding systems, we estimate that 
if all bounty system states had switched to lump- 
sum systems in the 1994-95 school year, their spe- 
cial education enrollments in the 2000-01 school year 
would have been lower by an average of 0.82 per- 
centage points. This margin represents a difference 
of roughly 258,000 students and over $1.5 billion per 
year in extra spending. In light of these findings, re- 
forms that would remove the perverse incentives of 
bounty funding systems — such as switching to 
lump-sum systems or offering private school schol- 
arships to disabled children — are urgently needed. 

Previous Research 

Enrollment in special education has been growing 
steadily for decades, and the rate of growth has been 
accelerating for the past ten years. Already high — 
over 10% of the student population — at the begin- 
ning of the 1990s, special education enrollment is 
now approaching 13% and shows no sign of slow- 
ing down. Since special education students are a sig- 
nificantly greater burden on schools than regular 
students because of the individual attention and spe- 
cially trained staff they require, this expansion of the 
special education population is becoming a more and 
more urgent concern for U.S. education. Indeed, the 
percentage of students in special education has been 
going up at a time when the average cost of special 
education per student has also been rising, exacer- 
bating the problem further. 

Unfortunately, any effort to address this problem 
must first overcome sharp disagreement over what 
is causing it in the first place. At least three different 
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culprits have been identified: greater real incidence 
of disabilities, the advent of high-stakes testing, and 
the financial incentives created by special education 
funding. 

Defenders of the U.S. special education system ar- 
gue that the growth of enrollment in special educa- 
tion reflects growth in the real incidence of 
disabilities in children. According to this explana- 
tion, there are simply more disabled students than 
there used to be, and those students have more costly 
disabilities. Sheldon Berman, Perry Davis, Ann 
Koufman-Frederick, and David Urion argue that 
increases in special education enrollment and spend- 
ing “have been primarily due to the increased num- 
bers of children with more significant special needs 
who require more costly services.’' They attribute this 
alleged growth in student disabilities to social forces 
over which schools have no control, pointing to three 
factors in particular: improvements in medical tech- 
nology, deinstitutionalization of children with seri- 
ous difficulties, and increases in childhood poverty 
(see “The Rising Costs of Special Education in Mas- 
sachusetts: Causes and Effects,’' in Finn, Rotherham, 
and Hokanson 2001). 

However, this account is not consistent with the facts. 
The authors argue that there are now more children 
with mental retardation because improved medicine 
saves more low-birth-weight babies. While it is true 
that the number of such babies expected to exhibit 
retardation has grown, the actual number of students 
classified as mentally retarded has dropped remark- 
ably — from about 961,000 in 1976-77 to about 599,000 
in 2000-0 1.‘ Improvements in prevention of mental 
retardation have more than offset any growth in 
mental retardation caused by increased numbers of 
surviving low-birth-weight babies. As a general 
matter, while medical improvements will certainly 
cause some number of children to survive with dis- 
abilities where in a previous era they would have 
died, it will also cause other children to avoid devel- 
oping disabilities where in a previous era they would 
have become disabled. From improved prenatal 
medicine to safer child car seats to reductions in ex- 
posure to lead paint, medical improvements have 
saved untold thousands of children from disabili- 
ties. Furthermore, the decline in the number of stu- 
dents with mental retardation, as well as those with 
other severe types of disability, also disproves the 
argument that deinstitutionalization of students with 



severe problems is driving increases in special edu- 
cation enrollment. As for childhood poverty, it hasn’t 
actually increased. For children under 6, it was 17.7% 
in 1976 when federal law first required special ser- 
vices for disabled students, and it was 16.9% in 2000. 
Even that understates the case, since the standard 
for what counts as “poverty” goes up over time as 
society gets richer (see Greene 2002b). 

If the real incidence of childhood disabilities isn’t 
going up, then more students are being classified 
as disabled when there has been no change in the 
number of students who actually are disabled. Some 
of this change may be caused by improved diagno- 
sis of existing disabilities. For example, growth in 
the number of students classified as autistic may 
be attributable to improved diagnosis (see Sack 
1999).^ Likewise, growth in the number of students 
placed in special education under the category of 
“other health disorders” may be attributable to 
more widespread recognition and diagnosis of at- 
tention-deficit disorder and related disorders — 
though most students with such disorders are not 
placed in special education, some students with 
severe cases are. 

But it is extremely unlikely that improved diagno- 
sis is the most important cause of the last decade’s 
overall growth in special education. Autism repre- 
sents only a tiny fraction of total special education 
enrollment, and the category of “other health dis- 
orders,” though larger, is not large enough to even 
come close to explaining the explosive growth in 
special education enrollment. As for other catego- 
ries, we have no reason to believe that between 1990 
and 2000 schools dramatically improved their abil- 
ity to accurately identify students with most types 
of disabilities. 

This leaves us with a less benign explanation — that 
schools are increasingly diagnosing students as dis- 
abled and placing them in special education for rea- 
sons unrelated to those students' genuine need for 
special education services. This would help explain 
not only the growth of special education enrollment, 
but also the recent increase in graduation rates for 
special education students — if more students who 
aren’t truly disabled are being placed in special edu- 
cation, we would expect to see improvements in the 
academic performance of students in special educa- 
tion (see Fine 2002a). 
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Why would schools place more students in special 
education when they didn’t truly need it? Some re- 
searchers are now identifying high-stakes testing as 
a possible cause. More and more states have adopted 
test-based accountability programs in which signifi- 
cant consequences, such as student promotion and 
graduation or school funding cuts, are attached to 
performance on a standardized test. The goal of such 
programs is to provide schools with a firm incentive 
to improve performance — if students do poorly on 
the test, schools can be held accountable. But these 
programs can also create a perverse incentive: an 
incentive to game the system by getting low-per- 
forming students out of the testing pool altogether. 
By labeling such students as disabled and placing 
them in special education, schools can exempt them 
from mandatory testing. In some states, special edu- 
cation students who are considered testable are in- 
cluded in mandatory testing, but schools could still 
game the system by labeling special education stu- 
dents untestable (that is, too disabled to take the test). 
When low-performing students are exempt from 
testing, schools’ average test scores go up, which 
makes the schools look better. 

Examining a high-stakes statewide test in Texas, 
Deere and Strayer found that students who failed the 
test in one year were more likely to be classified as 
exempt from the test (either as special education stu- 
dents or limited English proficient students) the next 
year; that schools were more likely to classify minor- 
ity students as exempt if this would reduce the num- 
ber of minority students tested to a low enough level 
that the school’s minority test scores would not be 
reported; and that when the state started counting 
the scores of special education students who did take 
the test towards schools’ accountability ratings, the 
percentage of special education students who were 
classified as exempt from the test went up, reversing 
a downward trend (see Deere and Strayer 2001a, 
2001b, and 2002), Figlio and Getzler, examining a 
high-stakes test in Florida, found that special educa- 
tion enrollment went up after the introduction of the 
test, that students in tested grades were more likely 
than students in untested grades to be placed in spe- 
cial education, that lower-scoring students were more 
likely to be placed in special education, and that se- 
vere disability categories did not rise after the intro- 
duction of the test (see Figlio and Getzler 2002). Jacob, 
studying Chicago schools, found that the percentage 
of students exempted from testing through special 



education rose faster after the introduction of high- 
stakes testing, and most quickly among lower-scor- 
ing students (see Jacob 2002a and 2002b). 

These findings are limited to various extents by re- 
search methodology. Most obviously, all these stud- 
ies are confined to one state or city. None of them 
attempts to control for the national trend in special 
education enrollment, or otherwise compare states 
with high-stakes testing to states without high-stakes 
testing (although a few of the findings do compare 
students who are and are not subject to high-stakes 
testing within the same state). Special education en- 
rollment was increasing nationwide throughout the 
1990s, and the nationwide rate of growth increased 
as the decade progressed. Thus, finding that special 
education enrollment in a state or city grew faster af- 
ter it adopted high-stakes testing does not, in itself, 
prove that high-stakes testing caused faster growth; 
it only proves that the state or city in question be- 
haved in a manner consistent with the national trend. 

Likewise, correlations between low test scores and 
special education enrollment are of limited value. If 
low-performing students are more likely to be en- 
rolled in special education programs, it may well be 
that schools are pushing those students into special 
education to remove them from the testing pool. But 
it is also possible that those students’ low test scores 
are indicative of genuine disabilities, for which they 
were subsequently diagnosed and enrolled in spe- 
cial education. Deere and Strayer try to account for 
this by comparing more than one set of paired 
years — that is, they look not only at whether students 
are more likely to be enrolled in special education 
one year after performing poorly on the test, but also 
at whether they are more likely to be enrolled in spe- 
cial education after two or three years of perform- 
ing poorly. However, this does nothing to overcome 
the problem; it only proves that when schools put 
low-performing students into special education, they 
do not always do so after only one year of low per- 
formance. In fact, this is exactly what schools are 
supposed to do — they are not supposed to put stu- 
dents into special education based solely on a low 
test score. Deere and Strayer’s finding is simply a 
multi-year correlation between low test scores and 
special education enrollment, which is still just as 
easily attributable to real disabilities in low-perform- 
ing students as it is to schools’ desire to remove those 
students from the testing pool. 
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Hanushek and Raymond conducted the only prior 
national study of high-stakes testing and special 
education enrollment, covering 1995-2000. They 
looked only at states with high-stakes testing, but 
they controlled for the national trend in special 
education enrollment. This control serves to im- 
plicitly compare states with high-stakes testing to 
states without high-stakes testing, a significant ad- 
vantage over previous research. They found that 
when the control for the national trend was ap- 
plied, the significant statistical relationship be- 
tween high-stakes testing and special education 
enrollment disappeared entirely (see Hanushek 
and Raymond 2002). 

In explaining surging enrollment in special educa- 
tion, there is another possible culprit besides high- 
stakes testing. School districts have traditionally 
received state funding for special education, which 
makes up the bulk of all special education funding, 
in such a manner that they receive more money if 
their special education programs are larger. This 
provides school districts with a financial reward — a 
bounty, so to speak — for placing students in special 
education. Critics of the U.S. special education sys- 
tem have long argued that this creates a perverse 
financial incentive to put as many students as pos- 
sible into special education. 

Defenders of the system often argue that funding 
for special education cannot create perverse incen- 
tives because placing a student in special education 
creates costs at least equal to the new funding it gen- 
erates. This misrepresents what truly is and is not a 
“cost” of placing a child in special education. A true 
cost is an expenditure that the school would not have 
made otherwise. Some services that a school would 
have provided to a particular child no matter what 
can be redefined as special education services if the 
child is placed in special education; these services 
are not truly special education costs because they 
would have been provided anyway. For example, if 
a school provides extra reading help to students who 
are falling behind in reading, the school must bear 
that cost itself But if the same school redefines those 
students as learning disabled rather than slow read- 
ers, state and federal government will help pick up 
the tab for those services. This is financially advan- 
tageous for the school because it brings in new state 
and federal funding to cover “costs” that the school 
would have had to pay for anyway. Furthermore, 



there are many fixed costs associated with special 
education that do not increase with every new child. 
For example, if a school hires a full-time special edu- 
cation reading teacher, it will pay the same cost 
whether that teacher handles three students a day 
or ten. However, the school will collect a lot more 
money for teaching ten special education students 
than it would for teaching three. 

Although there have been no national statistical stud- 
ies of this question, and in particular no studies di- 
rectly comparing states with and without bounty 
system funding, there has been a study of the rela- 
tionship between financial incentives and special edu- 
cation enrollment. Cullen studied how school districts 
in Texas responded to changes in financial incentives 
arising from court-mandated restructuring of the state 
education financial system. She found that after the 
court order took effect, in districts where the amount 
of money provided for placing a student in special 
education went up, special education enrollment also 
went up. Specifically, she found that a 10% increase 
in the bounty for placing a student in special educa- 
tion could be expected to produce a 1.4% increase in 
a district’s special education enrollment rate. The re- 
lationship between changes in financial incentives and 
changes in special education enrollment was strong 
enough that Cullen found it explained 35% of the 
growth in special education in Texas from the 1991- 
92 school year through the 1996-97 school year. 

Method 

To perform the study, we needed two types of en- 
rollment data for each state: enrollment of students 
served in special education under the Individuals 
with Disabilities Education Act (IDEA) and total pub- 
lic school enrollment during the school years from 
1991-92 through 2000-01. We obtained special edu- 
cation enrollment data from the Annual Report to 
Congress on the Implementation of the Individuals 
with Disabilities Education Act, published each year 
by the U.S. Department of Education’s Office of Spe- 
cial Education Programs. We obtained total enroll- 
ment data from the Digest of Education Statistics, 
published by the U.S. Department of Education’s Na- 
tional Center for Education Statistics. All these fig- 
ures included students between the ages of 6 and 
21. For each state in each year, we divided special 
education enrollment by total enrollment to deter- 
mine the special education enrollment rate. 
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To obtain information on special education funding 
systems, we contacted each state’s education depart- 
ment and asked three questions: what kind of fund- 
ing system was in place, whether the system had 
been changed since the 1991-92 school year (and if 
so, when and from what kind of system), and 
whether there had been any other major changes in 
special education funding since 1991. For each state, 
we classified the funding system as a bounty system 
if it caused state funding to vary significantly by the 
size of each district’s special education program. This 
included systems that distributed funds according 
to the number of special education students in each 
district, the number of special education staff in each 
district, or the level of special education spending in 
each district. Systems that did not cause state fund- 
ing to vary significantly by the size of each district’s 
special education program, which typically distrib- 
uted funds according to the total student popula- 
tion in each district, were classified as lump-sum 
systems.^ 

We also collected information on high-stakes test- 
ing in each state. A test was considered high-stakes 
if any of the following depended upon it: student 
promotion or graduation, accreditation, funding 
cuts, teacher bonuses, a published school grading or 
ranking system, or state assumption of at least some 
school responsibilities. We obtained information on 
accountability tests from “Assessment and Account- 
ability in the Fifty States,” a report published by the 
Consortium for Policy Research in Education.^ 

Our first method of analysis was a linear regression. 
To provide a measurement of growth in special edu- 
cation enrollment to serve as the dependent variable, 
we plotted each state’s special education enrollment 
rates for the years included in the study, fitted a line 
to these data points using the ordinary least squares 
(OLS) method, and determined the slope of the line. 
The OLS line represents the closest possible approxi- 
mation of the state trend in special education enroll- 
ment; the slope of the OLS line serves as a 
measurement of the rate at which special education 
enrollment grew during the study period. The inde- 
pendent variables in our analysis (that is, factors that 
might explain growth in special education enroll- 
ment rates) were both binary measurements: 
whether or not the state had a lump-sum system 
during the study period, and whether or not the state 
had a high-stakes test. 



This regression analysis has the advantage of iden- 
tifying the difference in the rates of special educa- 
tion growth in states with different funding systems. 
However, it is not sensitive to when changes in fund- 
ing systems occurred during the study period. Of 
the states that had lump-sum systems in the 2000- 
01 school year, only a few had those systems since 
the 1991-92 school year; the rest switched from a 
bounty system to a lump-sum system at some point 
in between. The regression analysis counts all of 
these states as lump-sum states; it does not differen- 
tiate between states that had lump-sum systems for 
the whole decade and states that had lump-sum sys- 
tems for only part of that period. 

To capture the difference that changes in state fund- 
ing systems may have made during the study pe- 
riod, we performed another analysis using a method 
that keeps track of which states had lump-sum sys- 
tems in each specific year. First, we determined that 
the average school year in which states adopted 
lump-sum systems (counting the four states that had 
always had such systems during the study period 
as if they had switched in 1990-91) was 1994-95. In 
that year, seven states had lump-sum systems, a suf- 
ficiently large number for meaningful analysis. For 
each year from 1994-95 onward, for all states that 
had lump-sum systems in that year we subtracted 
that state’s special education enrollment rate for the 
previous year from its special education enrollment 
rate in that year. For example, for each state that had 
a lump-sum system in 1994-95 we subtracted that 
state’s special education enrollment rate in 1993-94 
from its enrollment rate in 1994-95. This gave us the 
change in enrollment rate for each state with a lump- 
sum system in each year. We then calculated the 
average change in enrollment rate for all lump-sum 
system states in each year. 

Turning to the remaining states — those that had 
bounty systems for the entire study period — we 
took each state’s special education enrollment rate 
in 1993-94 and added the average change in en- 
rollment rate for lump-sum states in 1994-95. This 
gave us projected values for the enrollment rates 
that those bounty states would have had in 1994- 
95 if they had switched to lump-sum systems in 
that year. We then added the average change for 
lump-sum states in 1995-96 to get a projected value 
for that year, and so on through 2000-01 . This gave 
us projected values for the enrollment rates that 
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bounty states would have had in 2000- 
01 if they had switched to lump-sum 
systems in 1994-95. By subtracting each 
state’s projected 2000-01 rate from its 
actual 2000-01 rate and taking the aver- 
age difference for all bounty states, we 
were able to estimate the average effect 
it would have had if all bounty states 
had switched to lump-sum systems in 
1994-95. 

Results 

Our findings for state special education 
funding systems and high-stakes testing 
are summarized in Table 1. Four states 
had lump-sum systems for the entire 
study period, twelve states began with 
bounty systems and switched to lump- 
sum systems during the study period, and 
33 states (plus the District of Columbia) 
had bounty systems for the entire study 
period. Twenty-nine states (plus the Dis- 
trict of Columbia) had high-stakes testing 
and 21 states did not. By far the most com- 
mon type of high-stakes testing was a re- 
quirement that students pass a certain test 
to be promoted to the next grade or gradu- 
ate from high school. 

Hawaii and the District of Columbia 
each have only one school district. 
Rather than classifying them according 
to the system by which funds are dis- 
tributed to school districts, we classified 
them according to the system by which 
the school district distributes funds to 
individual schools. Though the incen- 
tives are at a different organizational 
level, they work the same way. 

One state. New Hampshire, did not have 
any state-level funding of special educa- 
tion until 1999. In that year, to comply 
with a court order, it created a new state 
program that funds special education by 
a bounty system. To prevent distortion of 
our results by this unusual case in which 
there was no state funding system of any 
kind for many years, we excluded New 
Hampshire from all calculations.® 



TableJ: State Special Education Funding. Systems 

‘.■'I' ' tf**' ^ "i';. 41 

A--X . ; ■ i 't' I • High-Stakes 

"State'' '^1 'Systemt %ear^f Change' ' Testing # 



Alabama 


Lump-sum 


1995 


Yes 


Alaska 


Lump-sum 


1998 


Yes 


Arizona 


Bounty 


None since 1991 


Yes 


Arkansas 


Lump-sum 


1996 


No 


California 


Lump-sum 


1998 


Yes 


Colorado 


Bounty 


None since 1991 


Yes 


Connecticut 


Lump-sum 


1995 


No 


Delaware 


Bounty 


None since 1991 


Yes 


District of Columbia 


Bounty 


None since 1991 


Yes 


• Florida 


Bounty 


None since 1991 


Yes 


Georgia 


Bounty 


None since 1991 


Yes 


Hawaii 


Bounty 


None since 1991 


No 


Idaho 


Lump-sum 


None since 1991 


No 


Illinois 


Bounty 


None since 1991 


No 


Indiana 


Bounty 


None since 1991 


Yes 


Iowa 


Bounty 


None since 1991 


No 


Kansas 


Bounty 


None since 1991 


No 


Kentucky 


Bounty 


None since 1991 


No 


Louisiana 


Bounty 


None since 1991 


Yes 


Maine 


Bounty 


None since 1991 


No 


Maryland 


Lump-sum 


None since 1991 


Yes 


Massachusetts 


Lump-sum 


1993 


Yes 


Michigan 


Bounty 


None since 1991 


Yes 


Minnesota 


Bounty 


None since 1991 


Yes 


Mississippi 


Bounty 


None since 1991 


Yes 


Missouri 


Lump-sum 


1998 


Yes 


Montana 


Lump-sum 


1994 


No 


Nebraska 


Bounty 


None since 1991 


No 


Nevada 


Bounty 


None since 1991 


Yes 


New Hampshire 


Bounty 


1999* 


No 


New Jersey 


Bounty 


None since 1991 


Yes 


New Mexico 


Bounty 


None since 1991 


Yes 


New York 


Bounty 


None since 1991 


Yes 


North Carolina 


Bounty 


None since 1991 


Yes 


North Dakota 


Lump-sum 


1995 


No 


Ohio 


Bounty 


None since 1991 


Yes 


Oklahoma 


Bounty 


None since 1991 


No 


Oregon 


Bounty 


None since 1991 


Yes 


Pennsylvania 


Lump-sum 


1992 


No 


Rhode Island 


Lump-sum 


1995 


No 


South Carolina 


Bounty 


None since 1991 


Yes 


South Dakota 


Lump-sum 


1998 


No 


Tennessee 


Bounty 


None since 1991 


Yes 


Texas 


Bounty 


None since 1991 


Yes 


Utah 


Lump-sum 


None since 1991 


No 


Vermont 


Bounty 


None since 1991 


Yes 


Virginia 


Lump-sum 


None since 1991 


Yes 


Washington 


Bounty 


None since 1991 


No 


West Virginia 


Bounty 


None since 1991 


Yes 


Wisconsin 


Bounty 


None since 1991 


No 


Wyoming 


Bounty 


None since 1991 


No 


*Change from no state funding to bounty system 
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The national special education enrollment rate 
is shown in Figure 1. It grew from 10.6% of all 
students in the 1991-92 school year to 12.3% in 
the 2000-01 school year. The rate of growth has 
accelerated consistently during the past decade. 

Figure 2 shows the special education enrollment 
rate over the same period, with figures sepa- 
rated into enrollments under lump-sum systems 
and bounty systems. Special education enroll- 
ment under lump-sum systems grew from 
10.5% in the 1991-92 school year to 1 1.5% in the 
2000-01 school year, an increase of one percent- 
age point. Meanwhile, special education enroll- 
ment under bounty systems grew from 10.6% 
to 12.6% in the same period, an increase of two 
percentage points. 

In interpreting Figure 2, we must bear in mind 
that it represents enrollments under the two 
types of funding systems rather than enroll- 
ments in two fixed sets of states. Enrollment 
figures in states that changed from bounty to 
lump-sum systems during the study period 
were included in the “bounty system” set for 
years before the state changed, and in the 
“lump-sum system” set for years after the 
change. The line for enrollment under lump- 
sum systems includes four states in 1991-92, 
but this rises to 16 states by 2000-01. We must 
also bear in mind that these rates are based on 
total figures rather than averages, so they are 
population-weighted. The 1998 funding system 
change in California will produce a much 
larger impact on these figures than the 1995 
funding system change in Rhode Island. Fig- 
ure 2 represents national totals for each fund- 
ing system type. 

Figure 3 shows average special education en- 
rollment rates in lump-sum system states and 
bounty system states. The average special edu- 
cation enrollment rate for states that had lump- 
sum systems at any time during the study 
period grew from 11.1% in the 1991-92 school 
year to 12.4% in the 2000-01 school year, an in- 
crease of 1.3 percentage points. In the same pe- 
riod, the average special education enrollment 
rate for states that maintained bounty systems 
for the entire study period grew from 10.5% to 
12.8%, an increase of 2.3 percentage points. 



Figure 1: U.S. Special Education Enrollment, 1991-2000 
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Figure 2: Special Education Enrollments under Bounty 
and Lump-Sum Systems, 1991-2000 
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Figure 3: Average Special Education Enrollment in 
Lump-Sum and Bounty States, 1991-2000 
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In Figure 3, state classifications are fixed. The line 
for enrollment in lump-sum system states always 
includes the same states: the 16 states that had lump- 
sum systems in the 2000-01 school year. Also, Fig- 
ure 3 shows the average special education enrollment 
rate for the states in each group, rather than the total 
rate in each group. This means the population of each 
state has been factored out; all states are equally 
weighted. Thus, Figure 3 represents a population- 
controlled comparison of two sets of states, rather 
than population- weighted national totals for the two 
system types. 

Our regression analysis found a statistically signifi- 
cant relationship between a state’s special education 
enrollment rate and whether or not that state had a 
lump-sum system during the study period.® The re- 
gression coefficient for funding systems was 0.124. 
This means that every year, bounty system states 
experienced 0.124 more percentage points of growth 
in special education enrollment than they would 
have experienced if they had lump-sum systems. 
Over a ten-year period this adds up to 1.24 percent- 
age points of additional special education enrollment 
because of the bounty system. The 33 states (plus 
the District of Columbia) that adhered to the bounty 
system saw special education enrollment grow by 
two percentage points over the study period, so a 
full 62% of that growth can be attributed to the ef- 
fects of the bounty system.^ Also, 1.24% of total en- 
rollment in bounty states in 2000-01 represents 
390,000 extra students placed in special education 
because of the bounty system, resulting in additional 
spending of over $2.3 billion per year.® 

As for high-stakes testing, not only did the regres- 
sion analysis find that the relationship between spe- 
cial education enrollment and high-stakes testing 
was not statistically significant, the regression coef- 
ficient for high-stakes testing was negative. That is, 
states with high-stakes testing actually had lower 
rather than higher rates of special education enroll- 
ment, although not so much so that we can be highly 
confident that this reflects a real relationship between 
high-stakes testing and special education enrollment. 
This study cannot tell us why there isn’t a statisti- 
cally significant relationship between high-stakes 
testing and higher special education enrollment, but 
one possible explanation is that states may be antici- 
pating perverse incentives from high-stakes testing 
and taking preventative measures against them, but 



not taking similar measures against perverse incen- 
tives from funding special education by the bounty 
system. 

The results of our second analysis are summarized 
in Figure 4, which compares actual and projected 
average special education enrollment rates in the 
states that stuck to the bounty system. The projected 
rate estimates the average special education enroll- 
ment these states would have had if they had 
switched to lump-sum systems in the 1994-95 school 
year. The difference between the actual and projected 
rates represents the average extra enrollment in these 
states attributable to the bounty system. In the 2000- 
01 school year this difference is 0.82 percentage 
points. In these states, 0.82% of total enrollment in 
2000-01 represents roughly 258,000 additional stu- 
dents in special education, which would generate 
over $1.5 billion per year in extra spending. 



Figure 4: Actual and Projected Special Education 
Enrollment in Bounty States, 1991-2000 
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Conclusion 

State funding systems are having a dramatic effect 
on special education enrollment rates. In states where 
schools had a financial incentive to identify more stu- 
dents as disabled and place them in special educa- 
tion. the percentage of all students enrolled in special 
education grew significantly more rapidly over the 
past decade. By contrast, high-stakes testing appears 
to be having no significant effect on special educa- 
tion enrollment. This is contrary to the findings of 
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previous studies that have looked only at individual 
cities or states and have not controlled for national 
trends, but agrees with the finding of the only pre- 
vious national study. 

The ever-accelerating growth of special education 
enrollment is becoming an urgent problem for Ameri- 
can education, drawing off more and more billions of 
dollars that could otherwise be spent on better edu- 
cation for all students. The finding that state funding 
systems are responsible for the bulk of the past 
decade’s growth in special education enrollment sug- 
gests how this problem could be curtailed. The most 
obvious policy solution would be for bounty system 
states to adopt lump-sum funding systems, remov- 
ing the perverse financial incentive to place students 
in special education. However, state funding reform 
is not the only way to remove that incentive. 

There are several ways in which the federal govern- 
ment could help alleviate the problem of perverse 
funding incentives. One approach would be to pro- 
vide private school scholarships to all special educa- 
tion students, on the model of Florida’s popular 
McKay Scholarship Program. This would mitigate 
perverse incentives from state special education fund- 
ing, since placing a student in special education would 
not automatically bring more money into a school 
district’s budget. It would also have the advantage of 
potentially providing the other benefits of school 
choice to families with disabled students, such as the 
ability to choose for themselves which school will pro- 
vide the best education for their children. 

If full-scale private school scholarships are not po- 
litically feasible, there are several smaller steps that 
could be taken in this direction. For example, ex- 
isting federal IDEA funding could be made por- 
table. Under such a system, families could choose 



either to continue receiving special education ser- 
vices from their public school, in which case fed- 
eral money would continue to go to that school, or 
to take their federal dollars to another service pro- 
vider of their choice. In cases where only limited 
special education services are needed, families 
choosing to seek services elsewhere could even 
leave their children in public school for regular 
educational services. 

Another way to combat the effects of perverse state 
funding incentives would be to begin federal au- 
diting of special education placements. The federal 
government could identify districts with especially 
high or especially low rates of special education 
placement, either generally or for certain groups. 
Other districts could be chosen for audits at ran- 
dom. Independent experts could then make their 
own diagnoses of students in special education In 
those districts, to determine how frequently stu- 
dents have been misdiagnosed. This would serve 
to expose to the public the true extent to which stu- 
dents without disabilities have been placed in spe- 
cial education: at the very least, such exposure 
would generate much stronger political pressure for 
reform of the system. 

Finally, Congress could redirect its spending priori- 
ties when considering how new IDEA funds should 
be structured. Giving higher financial priority to 
types of disability that have more clearly objective 
diagnostic standards — such as autism, visual impair- 
ments, and hearing impairments — would send a 
clear message to states that the federal government 
will not provide infinite amounts of money for out- 
of-control special education programs. It would also 
have the beneficial effect of directing new federal 
money towards disability categories that place larger 
financial burdens on schools. 
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Endnotes 

1. Some have argued that the dramatic reduction in students classified as mentally retarded is actu- 
ally a result of improved diagnosis of autism — that many autistic students who used to be misdiagnosed as 
mentally retarded are now correctly diagnosed as autistic. However, the decrease in mental retardation is 
much larger than the increase in autism. Furthermore, a recent study of medical records and parent sur- 
veys in California provides strong evidence that no such shift in diagnosis from mental retardation to 
autism has taken place (see Byrd 2002). 

2. A recent, highly-publicized study claims to show that “some, if not all, of the observed increase [in 
autism diagnoses] represents a true increase in cases of autism” (Byrd 2002). However, the study’s meth- 
odology does not justify this conclusion (see Forster 2002). 

3. In making these classifications, we disregarded special funding programs targeted at high-cost 
students with especially severe disabilities. These programs, which are almost always funded on a bounty- 
system basis, represent a relatively small portion of state funding. Furthermore, the standards for diagno- 
sis of severe disabilities — such as cerebral palsy and autism — are usually very clear and objective, and thus 
such diagnoses are probably not very responsive to funding incentives. 

4. The CPRE report did not provide information on high-stakes testing in the District of Columbia. 
We obtained that information from Patricia Anderson at the District’s Department of Education (phone 
interview, 1:36 pm on Sept. 26, 2002). Tests were only counted as high-stakes if the stakes were mandatory; 
that is, if the given consequences were required to follow from the test, rather than merely being a possible 
result of the test. 

5. There is one calculation in this study that would not be distorted by including New Hampshire: 
the total national special education enrollment rate (see Figure 1). However, when the numbers are rounded 
to the nearest hundredth of a percentage point, including or excluding New Hampshire produces no change 
except in the 2000-01 rate, which rises from 12.28% to 12.29% if we include New Hampshire. 

6. Following standard practice, we considered a result statistically significant if p was less than 0.05. 

7. Total special education enrollment in the 33 states (plus the District of Columbia) that had bounty 
systems for the whole study period was 10.6% of all students in the 1991-92 school year, and 12.6% in the 
2000-01 school year, a difference of two percentage points. The special education enrollment rate in this 
fixed set of bounty states for 1991-92 appears to be the same as the special education enrollment rate for all 
students under bounty systems (the data shown in Figure 2) because the difference (0.0113%) disappears 
when figures are rounded to tenths of a percentage point. For 2000-01 these two methods produce identi- 
cal results, since these states were the only ones that still had bounty systems in that year. 

8. Cost estimates are based on an estimated additional expenditure per special education student of 
$5,918 in the 1999-2000 school year, calculated on behalf of the U.S. Department of Education by the Center 
for Special Education Finance (Chambers, Parrish, and Harr 2002). This figure represents spending on 
special education students over and above what is spent on regular students. 
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